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The IAS booklet, "How to 
Prepare for the C. P. A. Ex­
amination,” is available upon 
request. Address your card or 
letter to the Secretary, IAS...
How to prepare for 
the CPA Examination
IAS offers an intensive CPA Coaching Course which has  
produced outstanding results. It is available only to com­
petent accountants qualified through training and experi­
ence to prepare for the CPA examination. No attempt is 
made to teach general accounting; the entire course is 
pointed directly at the CPA examination.
• The need for special coaching has been well established 
by innumerable experienced accountants who have floun­
dered in the examination room. They knew how to make 
audits but they didn’t know (1) how to analyze problems 
for the purpose of deciding quickly the exact requirements, 
(2) how to solve problems quickly, (3) how to construct 
definitions acceptable to the examiners, or (4) how to decide 
quickly on proper terminology.
• The IAS-CPA Coaching Course has been designed for  
busy accountants. The home-study method of tutoring is 
ideally suited to CPA examination preparation. Maximum 
use can be made of every available hour.
• The text material consists of 20 substantial loose-leaf 
assignments totaling more than 800 pages. It includes 
hundreds of CPA examination problems and questions, with 
solutions supplemented by elaborate explanations and com­
ments, working sheets, side calculations, and discussions 
of authoritative opinions.
• Written examinations at the end of each assignment 
require solutions to problems of CPA examination calibre. 
These are sent to the school where the grading, including 
personal comments and suggestions, is done by members 
of the IAS Faculty, all of whom are CPA’s. Supplementary 
review material is furnished to those who want to "brush 
up” on specific accounting subjects, at no additional cost.
•
INTERNATIONAL ACCOUNTANTS SOCIETY, INC.
Correspondence School Since 1903
209 WEST JACKSON BOULEVARD • CHICAGO 6, ILLINOIS
Entered as second-class matter at the Post Office at Chicago, Illinois.
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EDITORIAL
EDITOR’S MAILBOX
Are you one of those who missed the 
ASWA-AWSCPA convention in Seattle? If 
you did, you will be as interested as we 
were in portions of this letter from Lee 
Ella Costello, 1st Vice-President of 
AWSCPA.
The 1956 convention is now history and 
turned out to be both an adventure and 
an exhilarating experience. I had heard 
a great deal about the autumn weather in 
Seattle and was prepared for almost any­
thing. Arriving in the city was for many 
of us a great thrill, because we soared 
over the city, the pilots waiting for a 
chance to land.
On Tuesday, September 18, there was a 
blanket over Seattle that, from above, 
looked like a huge field of snow. I certainly 
cannot describe the beauty of it, with 
Mount Rainier pushing its massive and 
powerful shoulders skyward, and I believe 
no artist has ever been able to place on 
canvas the drama of that scene.
When you were a child, did you ever play 
in the snow and dive into a snowdrift? 
When our plane pierced that blanket for 
a landing, I had the feeling of plunging 
into a huge snowbank. Just that experi­
ence was worth the trip—but, wait, that 
was only the beginning.
Our Seattle hosts could not have done 
more to give us a wonderful, wonderful 
convention. The weather, incidentally, 
cleared and we were able to see the city 
in all its glory — the city of hills, a sight 
never to be forgotten. The views there are 
panoramas.
For many of us, the meeting really 
started with the trip to Bainbridge Island 
where we ate steamed clams and barbe­
cued salmon. We were entertained with 
extremely interesting Indian dances de­
picting the early history of the Northwest. 
That trip was one of the adventures, be­
cause, enroute to the island, we were for 
a time almost completely closed in. We 
felt that we were really sharing the life 
of the seafaring folk, with foghorns blast­
ing and the skipper moving with extreme 
caution. We watched the “old salts” of 
Seattle and realized that we were in no 
danger—all our hosts were bold as bold and 
never got nervous. The rest of us then fol­
lowed suit and enjoyed the trip.
Others will report of the business and 
technical sessions; therefore, we won’t go 
into that part here. In passing, let me say 
the meeting lacked nothing.
At the AWSCPA supper, we all shed our 
professional behavior for a while and 
really got acquainted. I wish I had time 
to tell you something about every member 
present, believe me, we are an interesting 
group of women.
Beth Thompson of Miami won a prize 
for traveling the longest distance, with 
Doris Bennet of Honolulu, Isabel Mason of 
Anchorage and Pearl Scherer of Fairbanks 
as formidable runners up.
One thing I noticed was that many mem­
bers were present for their first conven­
tion. That was good but the Society needs
(Continued on page 19)
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THE SMALL BUSINESSMAN AND 
HIS ACCOUNTANT
By MARY F. HALL, C.P.A., Washington, D. C.
How to use an accountant as an aid to 
profitable management and to provide ade­
quate accounting records and methods are 
of primary importance to the small busi­
nessman. We can begin with discussing 
what your accountant is—and is not. Your 
accountant is an independent professional 
person. His task in the usual audit of your 
records is to examine sufficient evidence to 
allow him to express an opinion as to 
whether or not your statements present 
fairly the financial position of your business 
at a given time and the results of its oper­
ations for the period then ended. His task 
is not to find every nickel and dime error 
that may exist in your records. He is not 
a policeman primarily charged with detect­
ing irregularities. This is not to say, of 
course, that in the process of an engage­
ment he does not turn up a certain amount 
of wrongdoing, caused by unwitting errors 
or as a result of deliberate acts of defal­
cation.
A situation comes to my mind involving a 
bookkeeper in a business where, due to over­
time work, the payroll checks were seldom 
for a fixed amount from week to week. 
Consequently, the amounts deducted for 
withholding taxes also varied from week to 
week. This ingenious young lady made all 
deductions from gross pay properly and re­
mitted to Uncle Sam the exact amount 
which had been deducted from paychecks. 
In posting to the individual employees’ pay­
roll earnings records, however, she posted 
a dollar less than the amounts actually with­
held to the credit of a number of employees, 
and carefully posted the total of these un­
derpostings as an overposting to her own 
record. At year-end the W-2’s total equalled 
the amount which had been paid in to the 
Internal Revenue Service. Since his pay 
fluctuated from week to week, no employee 
noticed that he had a few dollars more with­
held during the year than was shown on his 
W-2. Our culprit was then in line to re­
ceive several hundred dollars refund on her 
own income tax ‘overpayment.’ This neat­
little scheme was upset when a young assist­
ant on the examination of the company 
happened to drop a handful of W-2’s, and, 
as he picked them up, noted the bookkeeper’s 
form showed a very large amount of with­
holdings. Being the curious type, he started 
checking back to payrolls, and the full story 
was soon disclosed. The illustration is not 
designed to frighten you, but rather to give 
you an example of the type of problem 
which can beset management, particularly 
if internal control is inadequate or non­
existent.
Your Management Team
What can your accountant do for you as 
a part of your management team? He can 
be of great value to you if you consider him 
in a capacity beyond that of auditor—as 
an important addition to your line-up of 
management talent. In every business at 
one time or another, the problem of install­
ing a new accounting system, or refurbish­
ing and revamping the present accounting 
system in the interests of efficiency and 
economy must be dealt with. There are a 
number of reasons why your accountant can 
be of value to you in this undertaking. 
First, he knows your business, your meth­
ods of operation, the approximate limits of 
your present personnel’s talents, and the 
availability of any necessary additional per­
sonnel. Secondly, he is technically qualified 
to give you advice, both through his edu­
cational background and through his prac­
tical experience. For example, in the calen­
dar year 1955, I performed work on the 
accounts of no less than 64 separate busi­
ness firms. Now you might say, “So what? 
You still haven’t had a business just like 
mine to contend with.”—and you may well 
be right. But whether your business be 
manufacturing and selling ice cream or 
retailing ladies’ lingerie, specific elements 
of your accounting system will certainly 
benefit from your public accountant’s wide 
range of experience. Thirdly, the public 
accountant has the advantage of having an 
independent viewpoint, of being an outsider 
as it were. He is less likely to lose effi­
ciency by throwing a little business in the 
direction which might most benefit him per­
sonally or by making less than the best use 
of the personnel, due to inevitable personal 
prejudices—however innocent.
Nearly all business is concerned with the 
extension of credit and the collection of 
receivables. How adequate are your col­
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lection procedures? Who passes on the ex­
tension of credit? Does credit get ok’d 
before merchandise is out of your shop? 
Do you receive a monthly aged trial bal­
ance of receivables and is it used as the col­
lection instrument that it should be? That 
is, is it reviewed in detail by a responsible 
official and are you certain that every effort 
is being made to collect?
When business is good, sales are high, 
and the tendency is to neglect the collection 
end of business. Reflection tells you that 
a high volume of sales is simply a large- 
scale give-away program if proper collection 
procedures are not put into operation. If 
you are in doubt as to how to go about man­
aging your receivables, call your accountant 
for his advice. His observation of other 
systems will provide yardsticks to use in 
the granting of credit and procedures for 
getting those delinquent accounts collected.
Many businesses have about as much 
money invested in plant and equipment as 
in any other balance sheet items. If your 
plant and equipment had been destroyed last 
night—by, to be dramatic, Hurricane Ha­
zel’s younger sister—what information 
would you have today? Would you be able 
to come up with an accurate record of fixed 
assets? Would you be able to show such 
items as original cost and date of purchase ? 
Insurance companies have to have a basis 
for determining amounts to be paid on 
damage claims.
That is the unusual or catastrophic situ­
ation. As a day to day matter, do you have 
effective control over plant and equipment 
items? We lay great stress on taking in­
ventories of merchandise and supplies, but 
have you ever considered a physical check 
of your equipment? A small utility com­
pany which I examined recently showed a 
balance sheet item at the end of the year 
of about $48,000 in ‘Transformers—Not In 
Active Service.’ There was no record of 
where these valuable pieces of equipment 
actually were. One of these transformers, 
I found, had cost slightly over $7,800. Do 
you have physical control of this type of 
item?
What is your capitalization policy for 
equipment? Your accountant can guide you 
in setting up a realistic policy along this 
line. Perhaps you will decide together that 
only items of a capital nature should be cap­
italized which cost $100 or more. This may 
seem of minor interest, but, if you could 
look into the detailed records of one com­
pany which sets up a separate fixed asset 
card for an item as small as a stirring rod 
used in the mixing of a photo developing 
solution (cost 15c) and carefully depreci­
ates it over a 10-year period, you could liter­
ally see the foolish, costly extremes which 
can so easily creep into this and other 
phases of record keeping.
Adequate plant and equipment records are 
also important when there are sales, retire­
ments or trade-ins of equipment. For prop­
erly recording sales, retirements or other 
dispositions it is essential that original cost, 
date of purchase and depreciation figures be 
available.
Do you have an annual audit made but 
still cling to the practice of having your 
company accountant or bookkeeper make up 
the tax returns? We all know that taxation 
is a large and very complex field. It will 
be a money-saving proposition in the long- 
run to put your tax problems in the hands 
of your accountant. He works with taxes 
continuously, subscribes to various tax ser­
vices and must generally keep abreast of 
what is new in the tax situation. Your 
bookkeeper, however excellent, is too con­
fined by his regular day to day duties to 
have the variety of experience that may be 
necessary to save tax dollars for you. Tax­
wise also, don’t be afraid to talk to your 
accountant ahead of time when contemplat­
ing a business transaction. He may be able 
to point to ways of tax avoidance, not of tax 
evasion. By this I mean that he may be 
able to help you avoid having taxable in­
come as contrasted to evading the payment 
of taxes on legally taxable income. Let us 
say that you plan to dispose of a piece of 
business equipment. Do you know that trad­
ing in your old equipment on the new in­
stead of selling the old equipment and then 
purchasing new equipment with the pro­
ceeds may make a difference taxwise?
Almost any business firm finds it neces­
sary to make outside financial arrangements 
from time to time. Whether you finance 
through your bank or otherwise, your ac­
countant can point out the sources of financ­
ing open to you and can be of material help 
to you in your negotiations with your 
banker or other financing medium. 
An expansion program is often considered 
by the small businessman. First, be sure 
to consider whether you can afford to do it. 
Discuss with your accountant the effect that 
taking on additional business will have on 
your working capital. Perhaps your sales 
would be doubled. Can you afford to have 
twice as much tied up in accounts receivable 
as you have at the present time? Those 
in the construction business, for example, 
know how tight your working capital can 
get if you take on a sizeable government 
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contract and have all of your working capital 
in government receivables. The receivables 
are good, but until the red tape is unwound 
and payment thereon is forthcoming—you 
still have to meet the payroll every week.
After expansion, you may find it neces­
sary or desirable to install bookkeeping 
equipment, a mechanical payroll system or 
even to reorganize your entire office lay-out 
and procedures. Excellent as may be the 
assistance offered by the companies selling 
such equipment and systems, each company 
is after all interested in selling its own 
products. For impartiality and advice on a 
broad base of experience, consult your ac­
countant. He will be familiar with the prod­
ucts of various companies and can give you 
an unbiased comparison of the relative ad­
vantages or disadvantages as applicable to 
your particular operation. His knowledge 
of your business coupled with his wide ex­
perience in many businesses renders his 
assistance and advice on problems of office 
procedures and lay-outs well worth con­
sidering.
Setting pay scales and developing profit- 
sharing plans are two more of the areas 
where your accountant can be “signed on” 
as a member of your management team. 
Whatever your management problems may 
be—consider discussing them with your ac­
countant.
Adequate Records
The keeping of financial accounts has 
two major purposes; to give management an 
historical record of what has happened in 
the past as a basis for making decisions on 
how to profitably conduct affairs in the 
future and to fulfill tax requirements. Ful­
filling tax requirements needs no elabora­
tion. Use of historical records does. As a 
practical matter, how do you use this infor­
mation? Do you receive a monthly state­
ment? Comparison of operating results of 
one month with the preceding month and 
with comparable periods in prior years can 
give management a very valuable picture 
of how the business is progressing. To be 
a tool of management, it is important that 
monthly financial statements be prepared in 
sufficient detail to be of practical use. For 
example, in the retail business, how many 
of you know what is actually charged in 
to the “Store Supplies” account, which va­
ries from month to month and year to year 
depending on volume?
Perhaps your business operations would 
be better suited to departmentalized 
monthly statements. After you get the state­
ments into their most useful form, use them. 
Are department heads given the details of 
costs for their departments ? Are they held 
responsible for keeping those costs in line? 
Do you discuss with them, not only the gen­
eral facts when their costs are too high— 
but also, item by item, where economies can 
be made?
Many records other than the books of ac­
count are essential to a business. Two of 
the most basic business operations are the 
receiving and shipping of merchandise. 
What kind of records do you use? Upon 
receipt of merchandise, the receiving clerk’s 
records should carry sufficient information 
regarding such items as quantity, size, 
weight, quality, and price as to insure that 
the invoice requesting payment may be 
compared in detail with the receiving rec­
ords. Prenumbered receiving tickets for all 
merchandise received—without which no 
merchandise invoiced will be paid—main­
tain the best control. Numerical control 
of the receiving tickets is a function of the 
accounting department. If such a system 
is impractical, the receiving invoice should 
be initialed by the person receiving the mer­
chandise in order to fix responsibility. The 
other side of the picture is shipping mer­
chandise out. Here again a variety of sys­
tems may be used. A satisfactory system 
should include records which insure that 
everything that is shipped out is billed and 
that the quantity, size and price per the 
billing are exactly what was shipped.
Do you have proper inventory records? 
Proper inventory records will enable you to 
do the following things:
Determine velocity of turn-over by styles, 
sizes, colors, etc.
Warn you against over-buying.
Indicate to you which items to push for 
sale, or to put in for clearance if ob­
solescence is imminent.
Give you proof positive of inventory 
shortages for the purpose of making 
claims for fidelity bond losses.
What other records do you need beyond 
the ordinary account books? What about 
the keys to your establishment? Do those 
people who have keys sign for them and 
are they responsible for them? When a 
person leaves your employ will your records 
verify that he has returned all keys in his 
possession ? Do you have time locks on your 
doors so that you know who comes in and 
out of your place of business after hours? 
What about your investment records ? Can 
you identify the cost of a particular security 
when you wish to dispose of it? For tax 
purposes particularly these very important 
records should be kept.





When figures to be added appear in con­
secutive order, and there is an odd number 
of them, the total may be found by multi­
plying the middle figure by the number 
of consecutive figures.
Thus: 34-4 + 5 + 6 + 7= (5 x5 = 25)
When any numbers appear in consecutive 
order their total may be found by multiply­
ing one-half the sum of the first and last 
numbers by the number of consecutive 
numbers.
Thus: 14 + 15 + 16 + 17 + 18 = 
(16 x 5 = 80)
—Elizabeth Sage, Grand Rapids
Checking freight charges
In our operation, the packaging and sale 
of Shelled Nuts, all shipments are made on 
a prepaid basis. We ship to about 145 cities 
in about 28 states, using approximately 35 
motor carriers.
Since our “Freight Out” costs amount 
to between Twenty-two and Twenty-five 
Thousand Dollars a year, checking freight 
rates and extensions is an important task 
and has presented procedural problems.
Our solution is a small card system (using 
3 x 5 cards in a small metal box). On the 
top left hand side is typed the city and 
state of destination; on the right, the name 
of the carrier. Just below the destination 
is typed the customer’s name.
On the next two lines on the left hand 
side are typed RATE and MINIMUM along 
with the current charges. Charge changes 
are usually made in ink showing the date 
and new rate.
The card is consulted for which carrier 
is to be used upon receipt of a customer’s 
order. The clerk-typist does this rather 
than rely upon her memory to prevent 
errors in using the incorrect carrier for 
that particular destination.
Freight bills are turned over to the same 
clerk. She consults the cards as to the 
rate shown on the bill and then checks the 
extensions. If there is an error in either 
item, she calls the carrier’s bookkeeping 
department for correction or explanation. 
When she has completed checking the bills, 
she initials them and passes them on to the 
accounting department for payment.
The whole operation takes surprisingly 
little time, and we feel the time consumed
Los Angeles, California
is well worth the effort, both in preventing 
errors in shipping by wrong carriers and 
in paying the bills.
—Agatha M. Woodruff, Baltimore
Personnel records
An average payroll of 150C employees 
and a very large turnover presents a prob­
lem in keeping accurate records on each 
employee. For the past few years, we have 
tried keeping a folder on each employee 
called a B-1. The B-1 folder has a six year 
period shown with each week-ending pre­
dated. When the employee is out for any 
reason, this chart is kept up to date. Num­
bers from 1-14 are used to indicate: Sent 
Out, Laid Off, Discipline, Industrial Ac­
cident, Discharged, Asked Off, Leave of 
Absence, Stayed Out—No Reason, Sick, 
Non-Industrial Accident, Quit, Transporta­
tion, Sickness in Family, Death in Family. 
When the employee returns to work a sym­
bol is used showing that he has returned.
Inside the folder all reports and records 
on the employee are kept for future ref­
erence.
—Margie G. Gaines, Atlanta
Who has that accounts payable invoice?
A system of 3 adding machine tapes has 
been found particularly helpful when proc­
essing invoices at the end of a month and 
at the end of a fiscal year.
One tape, including all accounts payable 
invoices received daily, is prepared. These 
daily tapes are accumulated for the prepara­
tion of the weekly treasurer’s report. Then 
the gas, water, telephone bills, etc., are 
segregated and remain in the accounting 
department for checking purposes.
Another tape with a duplicate copy is 
prepared from the remaining invoices. The 
duplicate is given to the accounts payable 
bookkeeper after adding the names of credi­
tors to which the various amounts are pay­
able. The original is delivered to the pur­
chasing department with the invoices which 
are to be matched with receiving reports, 
etc.
When the invoices are returned from the 
purchasing department, their amounts are 
checked off on the tapes. The amounts not 
checked off on these daily tapes represent 
the invoices remaining in the purchasing 
department.




By MR. R. F. ANDERSON, American Seating Company, Grand Rapids, Michigan
Up until a few years ago, accounting was 
principally the function in a business which 
kept records on income and expenses; 
checked the records to verify accuracy; and 
published periodic financial statements of 
the condition of the business as reflected 
through past events.
Those functions are still important, but 
in a modern company, an even more im­
portant function of accounting can be 
found in the area of profit responsibility 
and measurement of progress of the com­
pany. We have all recognized the fact that, 
in most financial reports, the income state­
ment has become more significant than the 
balance sheet. Management, stockholders, 
and other interested parties are more con­
cerned with the progress of the company 
as shown in dollars on the income statement 
than a position evaluation as shown on the 
balance sheet.
In most larger corporations, accounting 
functions such as the forecast of working 
capital, determination of costs, formulation 
of budgets and the like, have become neces­
sary tools in the making of management 
decisions. Smaller businesses also are mak­
ing greater use of accounting as a tool of 
management. The record-keeping function 
of accounting has been largely delegated 
to machines as we have moved from the 
single-purpose cash register and adding ma­
chine to the versatile bookkeeping machines 
and integrated data processing equipment 
which can compute, print, record and dis­
tribute payrolls for thousands of employees. 
The machines, however, can only supply 
the raw data for accounting. An analysis 
and interpretation of the data still requires 
the skill and judgment of trained account­
ants.
Progressive companies recognize that 
after they have established a good organi­
zation, there must be financial planning and 
cost control in order to get the most effec­
tive performance from that organization. 
The financial planning and cost control 
should be designed to regulate revenues as 
well as costs and to be effective from the 
day the research or engineering depart­
ment first conceives a product or model until 
production has been completed, the product 
delivered and the money collected. Such a 
system is designed to hold all levels of man­
agement accountable for operating within a 
budget and officers and plant managers are 
held responsible for earning a profit on the 
assets which are employed in the operation.
Using the case study method, I would like 
to outline the accounting system used by 
the Ford Motor Company to move from a 
loss position to one of the top ten companies 
in this country in the space of ten years.
When the reorganization of the Ford 
Motor Company was started about ten years 
ago, management realized that to accom­
plish its goal of giving the public fine cars 
at the lowest possible price, it would be 
necessary to attain much greater efficiency 
than had ever been considered possible. This 
required not only modernization of facilities 
but also elimination of waste in materials, 
labor and supervision. Comprehensive cost 
control was the logical answer to the prob­
lem. Cost control at Ford was designed to 
cover not only small parts plants which 
manufactured such items as generators, 
starters, distributors, head lamps, but also 
glass operation, steel mill operations, metal 
fabrication, and the final assembly of cars 
in the Ford, Lincoln and Mercury assembly 
plants.
An engine block, for example, started out 
as iron pre in the steel mill. The pig iron 
moved to the foundry for casting, and the 
cast block was transferred to the casting 
machine plant for machining; after machin­
ing, it went to the engine plant where the 
block became part of the complete motor, 
and then the motor was shipped to the as­
sembly plant to become part of the finished 
automobile. In a few words, cost control 
at the Ford Motor Company was designed to 
to control purchase of materials, and the 
transportation and processing of those ma­
terials from raw products to highly com­
plex products by some 182,000 men and 
women in various plants. The Ford system 
was formulated to control expenditures for 
engineering, administrative and commercial 
expenses, direct labor, manufacturing over­
head, and special tools and facilities. Four 
phases were involved in the Ford system:
1. Control during the design stage of 
the proposed product or model.
2. Preparation of the expense budget.
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3. Preparation of the profit budgets and 
price studies.
4. Financial control during production.
Control During the Design Stage
Control during the design stage is ac­
complished in the following steps: 
Demand studies—This is the determination 
of volume goals, which begins with the 
study of trends in such fields as population, 
national income and distribution, and con­
sumer volume patterns. These factors help 
to establish the total market potential for 
several years in the future. Consideration 
also must be given to the position of the 
company within its industry. Economic and 
market research make it possible to esti­
mate:
1. Long-run sales expectance.
2. Price class in which it is planned to 
sell the product.
3. A reasonable forecast of the volume 
of sales that may be expected in a 
year. Control, therefore, begins some 
time before the product is actually 
placed on a drawing board or run 
through research.
Designed cost objective—Having deter­
mined the approximate price for the prod­
uct, it is necessary to look toward the cost 
objectives. The engineering or research de­
partment, which is responsible for the en­
gineering of the proposed product, is aware 
of styling and performance factors but, 
usually, not of the pricing consideration. 
Accounting must, therefore, exercise con­
trol all during the design stage to insure 
that the product, when finished, can be 
sold profitably at a pre-determined price. 
The engineers are given a cost target which 
is called the “design cost objective.” In 
simple terms, this is the proposed total 
cost plus the expected profit on the product. 
It is the engineers’ job, then to design a 
product that will provide the purchaser 
with quality and utility comparable to that 
found in competing products within its 
price class and yet one whose production 
cost will not exceed the designed cost ob­
jective.
Cost Control during the engineering period 
—This means constant attention to costs as 
the engineering is worked out in detail so 
that the cost targets are attained and the 
cost of engineering does not become pro­
hibitive.
Approval of the product and the final engi­
neering specifications—At this stage, the 
product is approved and finalized for re­
lease to production for inclusion in the 
company’s product line.
Preparation of Expense Budgets
After the engineering department has 
completed the design of a product within 
the designed cost objective, budgets must 
be prepared so that costs can be controlled 
during production, and cost and revenue 
factors must be restricted so that a price 
can be set in the light of the most recent 
conditions. The preparation of expense 
budgets includes the preparation of bills 
of material, direct labor bills, manufactur­
ing overhead budgets, administrative and 
commercial expense budgets, an estimate 
of special tool expense, an engineering 
budget, facilities budgets, and an estimate 
of other items of cost.
Bills of material—As the final product de­
sign is being determined, engineering de­
cisions are made as to the type of construc­
tion, quantity and class of material for 
each part. These decisions take the form 
of engineering releases which provide all 
the necessary details concerning construc­
tion of the part, “make or buy” decisions 
also must be made with regard to manu­
facture or purchase of certain parts. Avail­
able capacity, profitability of the operation, 
dependability of source and quality are all 
considered in these “make or buy” decisions. 
The purchasing department aids by furnish­
ing firm price quotations where available 
and estimated prices for the balance.
Direct labor bills—The industrial engineer­
ing department, working from the bills of 
material and with the help of plant man­
agement, develops labor standards for pro­
duction. The time for each operation is 
calculated from historical data, time and 
motion studies, methods time measurement 
data, or other means. It is recognized that 
a plant will not operate at standard through­
out the year because of unusual interrup­
tions and the necessity of starting and 
finishing or balancing out the production. 
An off-standard allowance is therefore 
added for cost estimating and pricing pur­
poses to calculate what is called the “total 
direct labor bill.”
Manufacturing overhead budget—The man­
ufacturing overhead budget is prepared by 
department, and, in some cases, product 
where more than one product goes through 
a department. These budgets are then sum­
marized by plant and division. The plant 
manager, with the help of the superintend­
ents, foremen and the accounting organi­
zation in the plant, must review and deter­
mine the cost to produce a given volume. 
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Accounting assists in the determination of 
fixed expense and establishment of variable 
rates to be used for authorization of ex­
pense during the production period.
Administrative and commercial expense 
budgets—These can be roughly divided into 
two broad categories: expenses incurred 
by the staff and central administrative 
groups that do not vary with volume except 
over a long period of time (finance and legal 
departments are examples of this activity) ; 
operating type activities which are not 
manufacturing in nature. (Examples, the 
warehousing function and the distribution 
of service parts and accessories).
The first type of expense; that is, the 
staff and administrative is controlled 
through fixed monthly budgets and the di­
rector of each activity is required to es­
timate the expense he will incur to carry 
out his program during the ensuing year. 
The budget for an operating type of ac­
tivity, such as warehousing and distribution 
of parts and accessories is a variable one 
similar to that used for manufacturing ac­
tivities. These budgets are developed at a 
given volume and segregated between fixed 
and variable expense. They are adjusted 
throughout the year to actual volume for 
control purposes. The budgets for all of 
these activities are summarized and pre­
sented to top management for approval.
Special tools—Special tools are those used 
on specific production. Once purchased, the 
tooling cost per unit is completely depen­
dent upon the volume to be produced. In 
the automobile business, this is a very im­
portant expenditure since the expected sales 
volume has a significant effect on the amount 
of money the company can afford to put 
into a tool bill. Twenty million dollars can 
be spent for tooling a car with an expected 
volume of 1,000,000 units. But $10,000,000 
would be considered excessive for an es­
timated volume of 50,000 units. The cus­
tomers would be unwilling to pay the re­
quired price in the latter case.
Engineering budgets—Engineering depart­
ment budgets are estimated annually and 
broken down by product. Each department 
manager is provided with an estimate prior 
to the start of the job so that he is able to 
control the expenditures in connection with 
a given job.
Facilities budget — The facilities cost is 
controlled by an appropriation or expendi­
tures committee to insure company-wide 
coordination of all new facilities. The fact 
that each program must be justified to a 
committee of top executives insures care­
ful consideration of all projects. Less costly 
local expenses may be authorized by the 
plant or division manager. The expense por­
tion of the facilities budget to be completed 
during a manufacturing year is included as 
a part of the manufacturing overhead 
budget.
Estimate of other costs—All other items of 
cost are segregated at the beginning of the 
year and are carefully segregated between 
recurring and non-recurring expenses in 
order not to set a historical pattern that 
would lead to greater and greater expendi­
tures each year.
Price Study and Profit Budgets
Phase three of the accounting control sys­
tem covers the preparation of price studies 
and profit budgets. This is simply the gath­
ering together of revenue and cost factors 
into a final cost estimate by product. Prod­
uct cost is considered along with economic 
and competitive factors in order that an 
intelligent appraisal may be made before 
prices are set. The profit budget is a sum­
mary of profit and cost expectations by 
area of management and responsibility. It 
is used throughout the year as a measure 
of management ability.
Financial Control During Production
The fourth phase is financial control dur­
ing production. This consists of revenue 
performance reports, unit cost reports, fore­
casts, financial statements and cost perform­
ance reports.
Market penetration—Market penetration is 
one of the most important measures of sales 
performance. Objectives for product sales, 
as stated in terms of per cent of total 
market as used in the profit budgets and 
price studies, are an important yardstick 
of control throughout the production year. 
Unit costs—Monthly unit cost reporting 
systems furnish costs on specific products. 
They enable management to evaluate the 
soundness of estimating and pricing and 
provide a measure of the trend of current 
costs. In addition, this type of information 
furnishes a basis for future estimates and 
sound pricing, and the unit cost reports 
provide cost of material, labor, overhead and 
other items of cost in sufficient detail to 
permit a thorough analysis of cost trends.
Forecasts—The forecast and financial state­
ments provide a regular review of the cur­
rent month and year-to-date operations of 
the company as well as a review of fore­
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casted operations for the future. Actual 
results as recorded by the accounting state­
ments are compared with the profit objec­
tives and deviations are explained. The 
trend of profits is reviewed and analyzed 
in comparison with competition.
To summarize the case of the Ford Motor 
Company in the last ten years, it is readily 
apparent that cost control, profit respon­
sibility and measurement of the company 
progress as provided by accounting tech­
niques contributed greatly to its conspicu­
ous success.
Turning to a more general approach to 
the role of accounting in management, the 
observation can be made that dollars are 
the least common denominator for the 
measurement of business progress through­
out the business world. Stated in another 
fashion, the best common measure of a 
business internally and with its competitors 
is the dollars spent in order to earn money 
for continuance of production; expansion 
and modernization of processes and facili­
ties; and payment to stockholders, banks, 
and insurance companies for the use of 
their money. The role of accounting in a 
plant is to provide a complete dollar service 
to production. This means that the account­
ing dollar service assists the plant in the 
process of converting raw materials into 
finished goods. With this dollar service, 
the finished goods end up as money in the 
bank for the continuance of production and 
expansion of the business.
Let us list some of the dollar services 
which accounting performs on the plant 
level:
Services Directly Related to Plant Opera­
tion
1. Keeping records of production, scrap 
losses, down time and related data.
2. Computing payrolls and keeping nec­
essary payroll records.
3. Paying bills for production and non­
production materials.
4. Cost control or compilation of costs 
and measurement of cost performance; 
special studies for use of management 
in controlling expenses and providing 
assistance in the establishment of sell­
ing prices. This includes pointing out 
cost increases promptly so that prices 
may be adjusted as replacement costs 
of inventory change.
5. Financial planning which translates 
all operations in the plant into dollar 
values for measurement of perform­
ance against internal budget stand­
ards. This means handling all cost ac­
counting and general accounting opera­
tions relating to production, warehous­
ing, distribution, and commercial ac­
tivities of the plant.
6. Maintaining plant property and equip­
ment records and accounts, and assist­
ing in the determination of realistic 
depreciation rates.
7. Rendering invoices for goods shipped 
and services performed, and maintain­
ing accounts receivable records as a 
basis for collections.
8. Verifying that materials have been re­
ceived and services rendered; checking 
vendors’ prices and certifying the cor­
rectness of invoices.
9. Setting up, maintaining and coordinat­
ing accounting records necessary for 
the proper control of inventories.
10. Preparing and administering the nec­
essary insurance for security of the 
business, and promptly rendering 
claims for losses.
General Services for Plant and Company 
Operation
1. Preparing and interpreting general sta­
tistics and special statistics such as 
sales, investments, or production data 
as required by company executives 
and department supervisors.
2. Assembling necessary statistical data 
for sales forecasts and aids in market 
analyses.
3. Preparing tax reports for filing with 
government agencies.
4. Supervising and administering com­
pany investments and cash payments.
5. Keeping custody of investment securi­
ties, assets and contracts.
6. Directing the company’s credit and col­
lection activities.
7. Keeping capital stock records; issuing 
stock certificates in the case of incor­
porated companies.
8. Preparing all financial statements and 
reports planned for the guidance of 
management or publication to stock­
holders, the public or governmental 
agencies.
9. Analysis of profitability by product 
lines and determination of return on 
investment so that management makes 
the most efficient use of the assets re­
quired for production. This includes 
determination of what assets are ap­
plicable to product manufacture and 
relation of profits to the value of that 
investment in assets to ascertain which 
products should be continued and which 
(Continued on page 12)
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TAX NEWS_______________________
By LOUISE A. SALLMANN, CPA, Oakland, California
Many of the so-called tax advantages 
available under the 1954 Revenue Code (at 
least from early interpretations) have sub­
sequently been proved by regulation to 
work to the taxpayer’s disadvantage. Un­
fortunately, accountants have been forced 
to apply the new code provisions to their 
clients’ tax problems without benefit of 
regulations or Revenue Rulings on specific 
situations which are of an unusual nature.
One of the tax reliefs provided by the 
1954 Revenue Code is to preclude double 
taxation on the gain arising from the sale 
of corporate assets during the course of 
liquidation. Under the 1939 Code, if a cor­
poration sold assets at a gain and then 
liquidated, the gain was taxable to the cor­
poration and then again to the stockholders. 
Under the 1954 Code, only the stockholders 
are taxed on the gain regardless of whether 
the assets are sold by the corporation before 
liquidation or by the stockholders after re­
ceiving the assets in liquidation. This re­
lief from double taxation is only available 
if the assets are sold within 12 months 
after adoption of a plan of complete liquida­
tion and liquidation is completed within 
this 12 month period. Of course the cor­
poration is still taxed on its sales of in­
ventory unless sold in bulk and on certain 
installment obligations.
During a twelve month period all may 
not progress as planned. The taxpayer may 
be faced with unusual occurrences which 
place him in a position where the new code 
provision loses its beneficial nature. Three 
new Revenue Rulings apply the provision to 
specific situations which could arise during 
a period of liquidation.
Of these new rulings, one works to the 
taxpayer’s disadvantage, one is neutral and 
the third preserves the tax relief provided 
under this 1954 Code Provision Sec. 337.
(1) If during the 12-month period of 
liquidation one of the corporation’s build­
ings is destroyed by fire and the insurance 
recovery is in excess of the basis, according 
to the Revenue Ruling, the corporation 
realizes a taxable gain as well as the stock­
holder upon receipt of the proceeds in liqui­
dation. The Revenue Ruling takes the posi­
tion that the transaction is not a “sale or 
exchange” and does not come within the 
province of Sec. 337 which applies only to 
sales or exchanges.
(2) Another Revenue Ruling says that 
Sec. 337 does not apply to assets sold in 
a bankruptcy liquidation, provided the 
stockholders receive no dividends. Sec. 337 
contemplates some distribution to stock­
holders. If none is made the stockholders 
pay no tax and if Sec. 337 applied the cor­
poration would pay no tax either, a result 
not intended under this section.
(3) Another Revenue Ruling discusses 
the relationship between the benefits under 
Sec. 337 and Sec. 172, dealing with the 
carry-back of operating losses. Suppose 
Sec. 337 provides relief to the corporation 
on the gain realized in the sale of assets. 
In the same year, if the corporation has 
an operating loss will its carry-back benefits 
be lost by absorption by the gain? This 
Revenue Ruling says “no”—the gain will 
be taxed to the stockholders, the carryback 
will be available for use by the corporation.
* * *
(Continued from page 11)
are not financially desirable. One prod­
uct on which the profit in relation to 
sales may be 10% may require so much 
investment in facilities and assets that 
the return on investment may be only 
8%, while another product which only 
indicates 6% on sales provides a 15% 
return on investment. This is a fine 
tool of accounting management which 
has assisted progressive companies to 
stabilize, diversify and expand.
It is, therefore, apparent that accounting 
provides methods and means of controlling 
the intricate and complicated operations of 
modern business whether large, medium or 
small. The techniques of accounting pro­
vide the tools of measurements of progress 
which have made it possible to organize in 
our free enterprise system the cooperative 
business units which have brought us to 
our present high levels of property and 
production.
Measurement of business progress, ac­
counting and cost control techniques as 
applied to operations, dollar services, and 
the traditional accurate record keeping and 
publishing of periodic statements—these 
are the important elements of the role of 
accounting in modern management.
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WHAT THE ACCOUNTANT SHOULD KNOW 
ABOUT FEDERAL TRANSFER TAXES
By RUBY M. CRAWFORD, Atlanta Chapter
Very little is ever said or written about 
the accountant or auditor’s role in check­
ing and verifying the Federal and/or State 
Stock Transfer Taxes required to be af­
fixed when ownership of stock changes in 
a Corporation. A corporation can be sub­
jected to the payment of a sizeable sum 
in taxes if proper care is not taken to see 
that the tax is paid by the person or per­
sons obligated at the time of transfer of 
stocks and bonds. Who is a better “watch 
dog” for this than the accountant?
The Commissioner, under Section 3640, 
Regulations 71 relating to Stamp Taxes 
under Chapter 11 and 31 of the Internal 
Revenue Code, is authorized and required 
to make the inquiries, determinations, and 
assessments of all taxes and penalties im­
posed, where such taxes have not been 
duly paid by stamp at the time and in the 
manner provided by law. Where assess­
ment is made, and payment is not made 
within 10 days after the issuance of the 
first notice and demand, Form #17, there 
will accrue, under Section 3655, a five 
per cent penalty and interest at the rate 
of six per cent per annum computed upon 
the entire assessment from the date of is­
suance of the notice until date of payment.
The United States Government requires 
that transfer tax stamps be affixed to all 
stock certificates transferred within its 
jurisdiction unless tax is waived by spe­
cial provision. In addition to this tax, five 
states also require that additional transfer 
tax stamps be affixed to stock certificates 
transferred within their jurisdiction. 
These states are: New York, Pennsylvania, 
Florida, Texas, and South Carolina. In­
asmuch as the requirements of the various 
states vary somewhat, even though they 
are similar in principle, this article will 
deal almost exclusively with the regula­
tions governing Federal Transfer Tax.
Banks perhaps more than other Corpor­
ations could be subjected to the largest 
liability in regard to transfer taxes, banks 
in this instance referring to those having 
a Corporate Trust Department which in 
the course of its work transfers stocks of 
many Corporations in its capacity as 
Transfer Agent. Even when a Corporation 
transfers only its own stock, the auditor 
should be familiar with the methods of 
computation and the rules and regulations 
governing same in order that he may make 
recommendations and take the necessary 
steps to correct any errors or violations. 
Certainly when the agent from the Rev­
enue Department comes over to check all 
stock and bond transactions, the auditor 
wants him to find as few exceptions as pos­
sible. It is not beyond the realm of possi­
bility that he would find none at all if the 
person or persons responsible for calcu­
lating and collecting taxes are well trained 
in this field. Certainly the tax must be 
paid. No one can dispute the fact that 
there is no better time of collecting it 
than at the time it is due. Even more 
important, there is no better person to pay 
it than the one who owes it.
Section 113.2 of U. S. Treasury Depart­
ment, Bureau of Internal Revenue, Regula­
tions 71, relating to Stamp Taxes, states, 
“The tax is payable by any of the parties 
to a taxable transaction. The parties of 
the transaction may agree among them­
selves as to which shall pay the tax, but 
such agreement does not relieve the others 
from their liability in the event it is not 
carried out. No provisions, by-laws, or 
rules, of any exchange, and no custom 
shall exempt any person from payment 
of the tax imposed.”
Upon first examination of a new Cor­
poration, the accountant should check to 
see that the proper tax has been paid on 
all shares of the original issue and on sub­
sequent transfers. Many smaller compa­
nies often are not aware of this require­
ment. In many instances where tax has 
been paid, the wrong amount has been 
affixed. It may be too little, in which case 
additional tax must be paid, or it may be 
an overpayment, in which case a claim 
for refund should be made on Form #843.
On continuing audits, the accountant 
should check the tax on transfers effected 
since the last audit. Where the volume 
of transfers is extremely large, the ac­
countant can and usually does limit his 
audit to a spot check to see if the Cor­
poration is complying with the law.
It is primarily the duty of the account­
ant to see that procedures are set up for 
the proper handling of transfer taxes and, 
secondly, to test check to see that the tax 
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is being paid. If findings of the spot check 
clearly show that the tax is being care­
lessly handled in such a way as to impose 
additional liability on the Corporation, the 
accountant should pursue the matter fur­
ther by making a thorough audit of all 
transactions.
It is the duty of the accountant to bring 
any violations to the attention of the Cor­
poration, in order that necessary steps may 
be taken to prevent a recurrence. It may 
be possible the whole procedure needs re­
vision, and he should make whatever rec­
ommendations he considers necessary un­
der the circumstances. Since the tax lia­
bility is that of the Corporation, the ac­
countant is concerned that necessary safe­
guards be instituted to prevent the assess­
ment of additional tax and interest.
Many Corporations maintain a supply of 
transfer stamps on hand, and these should 
be inventoried. The stamps and/or cash 
should be verified immediately by the ac­
countant to see that they balance with the 
book figures maintained on the stamps.
The accountant’s role will be greatly 
simplified if one or more very responsible 
employees is assigned the duty of comput­
ing and collecting the taxes due. In order 
to accomplish this duty, the employee must 
be well versed in the field as to which 
transactions require payment of tax, those 
exempt from the tax, the rules regarding 
computation, the proper cancellation of 
stamps and all matters pertaining to same. 
By the same token, the accountant must 
also be well trained if an effective audit 
of the records is to be made and any ex­
ceptions detected.
We have considered the role of the ac­
countant. Now let us give attention to 
some of the more important regulations 
relating to stamp taxes.
On original issues of stock, whether it 
be upon organization or reorganization, 
the tax is 11 cents on each $100 of par or 
face value or fraction thereof of the cer­
tificates issued by the corporation. If, 
however, the certificates are issued with­
out par or face value, then the tax is 11 
cents per share, unless the actual value 
is in excess of $100 per share, in which 
case the tax is 11 cents on each $100 of 
actual value or fraction thereof of the cer­
tificates, or unless the actual value is less 
than $100 per share, in which case the tax 
is three cents on each $20 of actual value, 
or fraction thereof. A separate compu­
tation of tax must be made with respect 
to each certificate regardless of the num­
ber of certificates which may be involved 
in a single transaction.
The simplest method of remembering the 
rules regarding computation is to start 
with the highest par value stock of $100 
and no par, and then compute other taxes 
by a formula. On the $100 par and no 
par, which carries the highest rate of tax, 
the tax is five cents for each share if sell­
ing price is under $20 per share and six 
cents for each share if the selling price 
is $20 or over. On other par values, the 
rule is (1) Compute total par value of 
shares sold by multiplying par value per 
share by number of shares sold, then (2) 
Divide par value by 100 to determine num­
ber of $100 units sold, treating the frac­
tional remainder as a full unit of $100. 
The rate of tax then is five cents for each 
unit of $100 if selling price is under $20 
per share or if the transfer does not in­
volve a sale, and is six cents for each unit 
of $100 if selling price is $20 or more per 
share. For example, if 100 shares of $10 
par value stock is sold for $25 per share, 
then using the formula, you multiply $10 
par value by 100, the number of shares 
sold, which gives you $1,000. Then you 
divide the $1,000 by 100 to ascertain the 
number of $100 units sold, which gives 
you 10, taxed at the rate of six cents per 
unit, or 60 cents on the 100-share sale. 
If it were a gift or a distribution, the tax 
would be 50 cents, figured at five cents per 
unit. Let’s take a second example involv­
ing $1 par value stock. A hundred shares 
of $1 par value stock is sold. Using our 
formula, again, we multiply $1 by 100, get 
$100, divide by 100 and get one unit, or 
tax of six cents.
Where there are two or more transferors 
or two or more transferees, or where in 
one transaction a transfer is made of the 
stock of two or more corporations, or of 
two or more classes of stock issued by a 
single corporation, a separate tax compu­
tation must be made with respect to each 
transferor and each transferee and with 
respect to the stock of each corporation 
and the stock of each class issued by a 
single corporation. If for example (1) 
100 shares of $10 par value stock is trans­
ferred by gift to a single individual, we 
know from our formula that the tax would 
be 50 cents, but if under a will this stock 
is distributed by an executor eleven shares 
each to nine beneficiaries, which makes a 
total of 99 shares, and the one remaining 
share is sold, the tax will be 96 cents, since 
tax must be computed on each separate 
transaction. The tax would be 10 cents 
on each of the eleven-share distributions, 
since there would be one unit of $100 value 
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and a fractional part of another unit taxed 
on the same basis as a full unit at 5 cents 
each (gift or lower rate), and then the one 
share sale would be six cents, assuming 
that it was sold for more than $20. Exam­
ple (2) If 100 shares of $1 par value stock 
were transferred to an individual, the tax 
would be five cents (selling under $20) but 
if the stock was distributed under a will 
or sold at one share each to one hundred 
individuals, the tax, computed on each sep­
arate and distinct transaction, would be $5.
The question now arises as to what sales 
and transfers are subject to tax. Section 
113.31 says that all sales, agreements to 
sell, and transfers with or without benefit 
to the transferee, whether effected by 
means of certificates or other instruments 
or by entries on the books of the issuing 
corporation or other entity or otherwise. 
Examples of taxable transactions may be 
found under Section 113.33. Item (F) of 
this section states that: “Transfer from 
persons holding legal title as tenants in 
common, as joint tenants, or as tenants by 
the entirety, to the same persons sepa­
rately to effect a partition, or from one 
person or two or more persons, whether 
or not including the transferor, as tenants 
in common, as joint tenants, or as tenants 
by the entirety (But see Section 113.34 (e) 
(2.)” is a taxable transaction.
This section causes considerable confu­
sion, and errors are often made in comput­
ing the tax on a transaction where stock 
is registered in the names of joint tenants. 
If both or all tenants are living, and a 
transfer is made by one tenant to the other 
tenant, it is taxable, whereas, if one of the 
joint tenants dies, the stock would be 
transferred to the surviving joint tenant 
without payment of tax. Joint tenants are 
considered as possessing one joint title 
and upon the death of one tenant his in­
terest therein is extinguished and the title 
is considered as continuing in the surviv­
ing joint tenants or vests wholly in the 
surviving tenant if there be but one. In 
the case of tenants in common, however, 
there is not just one joint title but such 
tenants hold by several and distinct titles 
and the death of one will not extinguish 
his title, but will cause it to descend to 
his heirs or next-of-kin or legal represen­
tative in conformity with the laws of the 
state of his domicile.
Under Section 113.34, examples of trans­
actions not subject to the tax may be stud­
ied. Other specific exemptions are pro­
vided in Sections 113.35 and 113.36. One 
of the provisions under Section 113.35 
deals with the transfer from a broker to 
a customer, and states that the mere deliv­
ery of a certificate of stock by a purchas­
ing broker to his customer, if tax was paid 
upon the sale of the stock to such broker 
who has no ownership or interest therein, 
is not subject to stamp tax and does not 
require an exemption certificate.
In the case of transfer by a broker or 
his registered nominee, the certificate(s) 
should have a certification stating, “It is 
hereby certified that the transfer of 
of the shares represented by this stock 
certificate to the name indicated is made 
solely to complete the purchase made by 
the undersigned for a customer,” and must 
be signed by the broker. A similar cer­
tification must be made when a transfer is 
made by a broker to his registered nomi­
nee. A transfer from the name of a pur­
chasing agent other than a broker, such 
as a bank, whether the purchase be made 
direct or through a broker from the agent’s 
account, will be subject to tax, since the 
exemption applies to deliveries and trans­
fers from brokers only.
When the tax is paid at the lower rate, 
either because the selling price was under 
$20 per share or if it was a gift or a be­
quest where no sale was involved, then 
there should be a certification to this effect 
on either the back of the certificate itself 
or the stock power, if one is used by the 
transferor of the stock. The certification 
should state that the undersigned certi­
fies that the transfer of the within shares 
does not constitute a sale, and tax there­
fore is paid at the lower rate, or it is a 
sale in which the selling price was less 
than $20 per share, the certification should 
so state.
The transfer agent not only must see to 
it that the correct amount of tax is paid, 
but also must see that the stamps affixed 
are either “Stock Transfer” or documen­
tary stamps (ordinary postage stamps can­
not be used), that they are affixed to the 
proper paper (usually the actual certifi­
cate(s) but sometimes to the book itself if 
evidence of transfer is shown only by the 
books of the Corporation), and last but 
not least, that the stamps are properly 
cancelled. Section 113.33 governs the can­
cellation of stamps, and provides that “A 
person using or affixing a stamp shall can­
cel it and so deface it as to render it unfit 
for reuse, by marking it with his initials 
and the day, month, and year when the 
affixing occurs. Such marking shall be 
made by writing or stamping in ink or by 
perforating with a machine or punch. In 
addition, unless a stamp of the value of 50 
(Continued on page 18)
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ETIQUETTE AND ETHICS
By WINIFRED D. OWENS, CPA, Washington, D.C. Chapter
Everyone remembers Calvin Coolidge’s 
reply to the question, “Mr. President, how 
do you feel about sin?”
He said, “I’m against it.”
There are several important differences 
between his answer and my discussion here. 
First, President Coolidge said only three 
words; I have about three thousand. Sec­
ond, sin is probably a more interesting sub­
ject than etiquette and ethics. And, third, 
people would rather have you talk about sin 
than practice it—but they would prefer that 
you practiced etiquette and ethics, didn’t 
talk about them.
Etiquette, it appears, is the ancestor of 
ethics, so perhaps a brief discussion of its 
origin, use and benefits will lead us to a 
better understanding of the present day 
need for and development of business 
ethics.
Man’s first existence was in a strange 
and terrifying world. There were snakes of 
fire that zigzagged through the sky, ac­
companied by crashes of thunder that 
rocked the earth, and mountains erupted 
flames. Great furry beasts stood tall as the 
trees and stalked the earth, and dangers 
seemed to lurk everywhere, threatening his 
survival. Thus, in a world of hostility, man 
knew fear. And so fear was the first in­
stinct to influence the habits of life. Man 
felt long before he reasoned, but through 
gradually becoming accustomed to the world 
in which he found himself, fear slowly gave 
way to reason. The individual struggle for 
survival was eased by the simple expedient 
of banding together, and the development 
of manners and customs began.
Needless to say, I am not going to de­
velop a treatise on the evolution of man. 
We can span this by saying from this rude 
and simple beginning has grown our pres­
ent complex, smoothly organized, and highly 
polished routine of living.
Many and varied are the forces that have 
influenced social and business development; 
man has realized more and more his duties 
to his fellow man.
In the popular mind, etiquette and ethics 
are associated with petty rules and regu­
lations, with trivial matters of conduct and 
behavior. But, fundamentally, they go much 
deeper than mere surface conformity 
to established rules and conventions. Eti­
quette and ethics are something that have 
developed with, and through, human asso­
ciation, and are based upon curbing selfish 
impulses and considering the rights of 
others.
Etiquette, in its truer sense, is concerned 
with those rules of the “game of life” which 
make it socially easier and simpler for us 
to mingle congenially, and ethics is con­
cerned with the moral principles and stand­
ards we have imposed upon ourselves in 
the conduct of our business lives.
Consciously or unconsciously we prac­
tice etiquette in all our daily activities 
from the first “good morning” to the last 
“good night.” And, as we daily engage in 
business activities, the practice of ethics 
becomes a part of our daily pattern of be­
havior.
Integrating ethics with etiquette, we 
find it is descriptive of a behavior pattern. 
General ethics may be defined as “The art 
or science of man’s efforts to live in proper 
harmonious relationship with other men, 
groups or institutions.” A fundamental 
problem in the area of general ethics arises 
from the fact that our actions are directed 
more by emotion than by reason, but, con­
versely, we are able to control emotions 
through reason.
It may seem that general ethics is too 
vague to have much relationship to profes­
sional ethics—and that professional ethics 
is a special matter. The truth is that pro­
fessional ethics is a special application 
of general ethics. An understanding of the 
rules of professional conduct of the medical, 
legal or accounting professions depends in 
large part on the grasp of a sound approach 
to general ethics. My opinion is that some 
of the confusion that has existed with us 
on this subject is due to the absence of just 
this understanding.
The modern code of ethics has devel­
oped with the advances in religion, philos­
ophy, politics, sociology and economics, and 
is further influenced by the thinking, cus­
toms and standards of the times. In mer­
chandising, for instance, the one-time le­
gal custom of “caveat emptor”—let the 
buyer beware—has given way to the op­
posite practice of warranties and service 
agreements.
Now, it seems to me that a code of ethics 
is only as good as it is useful. An abstract 
treatise on doing good may be diverting 
reading, but it doesn’t have much of a place 
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in the literature of a profession. Rather, 
this code should be a dynamic thing, geared 
to an up-to-the-minute understanding of 
the profession and the people it serves. It 
should be a living force, not only appearing 
on the tablets of our professional scrip­
tures, but guiding us in our daily work.
I think it is important, too, that we do 
not subscribe to any set of rules simply 
because they have been written; that does 
not make them right. I believe that we 
should examine a code of ethics in the 
light of our personal knowledge and ex­
perience to see if it is sound. If it isn’t, 
let’s throw it out. Or change it. But if it is 
useful and usable, I think that we should ac­
cept it as an active partner in our pro­
fession.
There is, however, a larger consideration 
involved in any code of ethics. A code is 
sometimes spoken of as a contract with 
society. So when we come to terms with the 
rest of the world, we enter into a contract, 
binding on both sides. If that is true, there 
must be what our lawyer friends call con­
siderations for the party of the first part 
and the party of the second part. Both the 
accountant and society should gain from 
the contract.
What is society’s consideration? What 
does it have to gain from our acceptance 
of a code of ethics ?
Dr. Vannevar Bush once said that the 
hallmark of a profession is that it ministers 
to the people. Certainly it is heavily in­
fluenced by the service motive rather than 
entirely by the profit motive. Professional 
fitness requires special knowledge and skills 
not ordinarily possessed by laymen; thus it 
follows that those who rely on a profession 
must do so without being able to check or 
test the quality of the service on which they 
rely. As a patient trusts a physician with 
his well being, so a businessman trusts 
an accountant to safeguard and explain 
his economic health. Those who rely on the 
accountant’s records and statements are 
well served if they are not deceived, and 
so are the accountant himself and his em­
ployer or client.
We promise our integrity. Now integrity 
is a curious quality. It is a thing which 
can be neither legislated nor enforced. It is 
a thing for which each of us is individually 
responsible. The fine strong thread of in­
tegrity runs all through any system of mor­
al principles which is the combined diction­
ary definition of code and ethics.
We assure society that we accept individ­
ual responsibility for whatever we do. Our 
responsibility is personal, for integrity is 
and must be personal. Put another way, we 
pledge to society that accountants are ac­
countable.
In addition, we accept specific respon­
sibilities to help safeguard the legitimate 
interests of our employers and clients. We 
pledge that we will not violate our confi­
dential relationship either as internal or 
outside accountant. Society in general, our 
employers and clients then have much to 
gain from our acceptance of a code of ethics, 
and the fact that we ourselves may be ben­
ficiaries of our own conduct does not de­
tract from its ethical value, rather it adds 
that much more to it.
Now, what is the consideration for the 
party of the second part? What, to put it 
bluntly, is in it for us?
One approach is the dollars and cents 
value of ethical practices. Establishment 
and acceptance of standards of conduct 
strengthen the unity of the profession. 
Chaos and bankruptcy result from the adop­
tion of the philosophy of every-man-for- 
himself, and so it would seem that the old 
dodge “Get rich; then get ethical,” should 
be changed to “Get ethical in order to get 
rich.”
While on the subject of income, I should 
like to consider another type of reward de­
rived from a code of ethics. This income 
isn’t measured in dollars and cents; I doubt, 
indeed, that it can be measured. Yet it is 
much more important than cash income. 
The best name I have heard for this is 
“psychic income.”
Psychic income is the sum of satisfaction 
that a person gets from the business of 
living.
What we call it isn’t important—satis­
faction or self-respect or personal reward 
or psychic income. What is important it 
seems to me, is that we receive a goodly 
amount of this most important of all in­
come. And that’s the best argument for a 
code of ethics. It reminds us of the truly 
worthwhile, the things that add depth to 
our picture of life. It makes the necessary 
task of living with ourselves infinitely more 
pleasant. A code of ethics helps us in our 
professional life to do the things that give 
us more satisfaction. It adds to our psychic 
income. And a man with a large psychic in­
come is rich indeed.
Public accounting is a relatively new pro­
fession. We can’t look back much over a 
hundred years. Accordingly, we often have 
to establish precedent as we go. But we can 
(Continued on page 18)
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Adequate Methods
Hand in hand with adequate accounting 
records is the matter of internal control. 
A system of internal control implies that 
accounting records, procedures and related 
details are organized in such a way that no 
part thereof is under the absolute and in­
dependent control of one person, but rather 
that the routine work is so interlocked that 
individual duties are interdependent, and 
that a more or less continuous check on day- 
to-day transactions is provided. The ob­
jectives of such a system are to minimize 
the possibility of error and to provide for 
the speedy detection of fraud.
Have your accountant help you with the 
application of the basic principles of in­
ternal control to your business. Good in­
ternal control is important to your business 
not only from a business standpoint, but 
also from a moral and ethical one. “Let 
us not lead them into temptation.” Most 
defalcations are the result, at the beginning, 
of small temptations. From a moral stand­
point, embezzlements and defalcations are 
usually only thought of from the employer’s 
standpoint. But have we ever given real 
consideration to what happens to the unfor­
tunate employee? Not only has the employer 
suffered a loss, but a human being may have 
been ruined for life. It is my opinion that 
in many cases of defalcation, the fault lies 
partly with the employer who let a small per­
son, and by small I mean small in character 
and in thinking, get involved in a situation 
where the temptation was too great for his 
strength; where adequate internal control 
would have lessened the temptation and 
probably have prevented a loss not only to 
the business but also the loss—ruin of a 
human being who could have remained a 
fairly valuable employee.
There is also a ‘gray’ area in this sort of 
situation, where an old and valued employe 
has not done any serious embezzlement, but 
he has more or less succumbed to petty temp­
tation. What happens? An old and valued 
employee is fired under a cloud and with a 
good deal of embarrassment and many times 
real regret on the part of the employer. 
This creates bad morale among all employ­
ees, and bad morale costs money. Internal 
control is helpful in protecting the employee 
from himself and in saving the employer 
money.
To summarize the main topics of this dis­
cussion, your accountant by reason of his 
education, experience and independent view­
point is well qualified to assist you in mak­
ing a wide variety of management decisions, 
in providing a system of adequate records 
and procedures, and establishing adequate 
methods—or internal control.
* * *
(Continued from page 15) 
cents or more is cancelled by perforation, 
three parallel incisions shall be made 
lengthwise through the stamp with some 
sharp instrument after the stamp has been 
affixed. However, the stamp shall not be 
so defaced as to prevent ready determina­
tion of its denomination and genuineness.” 
Truly, the accountant’s responsibility 
regarding transfer taxes is no small mat­
ter and should not be ignored.
* * *
(Continued from page 17) 
and should be guided by the progress of the 
older professions.
Because we are the fastest growing pro­
fession in the nation, we are falling heir 
to the difficulties experienced by some of 
these older professions during their de­
velopment. And perhaps the first lesson is 
that a period of growth is a good time to 
redouble our professional vigilance. Other 
professions suffered from a few unethical 
practitioners who took advantage of the 
laxity that generally accompanies expansion.
Today, many businesses and some pro­
fessions are coming to grips with the prob­
lems born of inadequate self-regulation. It 
is common knowledge that government reg­
ulations begin where self-regulations end. 
While government regulation is sometimes 
necessary, I doubt that any of us would 
like our Federal officials to assume the 
complete regulation of our profession. No 
one knows our needs and limitations better 
than we.
This brings us to the final similarity of 
our code to those of other professions: The 
effect it has on public opinion. A code of 
ethics over a period of time tends to be­
come a stamp of integrity. Membership in 
a professional association which demands 
high standards of conduct is recognized as 
voluntary acceptance of the responsibility 
for right action. A code of ethics, particu­
larly if well publicized, is a major factor 
in bringing about public acceptance. This 
is best exemplified by the tremendous effect 
the Hippocratic Oath has had in assuring 
the public of the doctor’s standards of con­
duct.
As our profession expands in numbers 
and in usefulness, we are becoming in­
creasingly aware of the fact that a well- 
defined code of ethics is an asset to us and 
to society. It helps us earn our daily bread 
—and our place in the sun.
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greater attendance. Next year, we shall 
be on the sea again but in almost the op­
posite corner of the country. The Missis­
sippi Gulf Coast is beautiful too, and it 
is not too early to begin planning that 
trip.
During the Seattle meeting, some tenta­
tive 1957 plans were disclosed by the com­
mittee, and I am sure we can look forward 
to another fine, worthwhile convention. 
More technical sessions and study groups, 
are, I understand, being prepared, and, 
while we shall certainly not neglect friend­
ship and good fellowship, we can look 
forward to learning even more about our 
profession.
The members of the Seattle Chapter of 
ASWA deserve our praise and gratitude 
for the splendid meeting we had. The 
hospitality of the Northwest is its own 
special brand, excelled by none and rarely, 
if ever, equalled.
See you next year at Edgewater Park, 
Mississippi?
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